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INDEPENDENT AUDITORS' REPORT

Honorable Authority Members:

We have audited the accompanying financial statements of the Portage - Base Lakes Area Water and Sewer Authority
as of and for the year ended March 31, 2005. These financial statements are the responsibility of the Authority Board.
Our responsibility is to express an opinion on these financial statements based on the audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of
the Portage - Base Lakes Area Water and Sewer Authority, as of March 31, 2005, and the respective changes in
financial position and cash flows, where applicable, thereof for the year end in conformity with accounting principles
generally accepted in the United States of America.

As described in Note 12 the Authority has implemented a new financial reporting model as required by the provisions of
Governmental Accounting Standards Board Statement No. 34, Basic Financial Statements - and Management's
Discussion and Analysis-for State and Local Governments, as of March 31, 2005.

The Management’s Discussion and Analysis on pages 5 through 8 is not a required part of the basic financial statements
but is supplementary information required by accounting principles generally accepted in the United States of America.
We have applied certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the
Portage - Base Lakes Area Water and Sewer Authority’s basic financial statements. The supplementary information
presented for purposes of additional analysis is not a required part of the basic financial statements. The supplementary
information has been subjected to the auditing procedures applied in the audit of the financial statements and, in our
opinion, fairly states in all material respects in relation to the basic financial statements as a whole.
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Management Discussion and Analysis
March 31, 2005

Within this section of the Portage — Base Lakes Area Sewer & Water Authority financial report, the
Authority’s management is providing a narrative discussion and analysis of the financial activities of the
Authority for the fiscal year ended March 31, 2005. This narrative discusses and analyzes the activity
within the context of the accompanying financial statements and disclosures following this section. The
discussion focuses on the Authority’s primary government and, unless otherwise noted, component units
reported separately from the primary government are not included.

Overview of the Financial Statements

Management's Discussion and Analysis introduces the Authority’s financial statements. The financial
statements include all the statements required by the Governmental Accounting Standards Board and
the notes to the financial statements. The Authority also includes in this report additional information to
supplement the basic financial statements.

Government-wide Financial Statements

The Authority’s annual reports include two Authority-wide financial statements. These statements
provide both long-term and short-term information about the Authority’s overall status. Financial
reporting at this level uses a perspective similar to that found in the private sector with its basis in full
accrual accounting and elimination or reclassification of internal activities.

The first of these statements is the Statement of Net Assets. This is the Authority-wide statement of
position presenting information that includes all the Authority’s assets and liabilities, with the difference
reported as net assets. Over time, increases or decreases in net assets may serve as a useful indicator
of whether the financial position of the Authority as a whole is improving or deteriorating. Evaluation of
the overall health of the Authority may extend to various non-financial factors as well.

The second government-wide statement is the Statement of Revenues, Expenses and Changes in Net
Assets which reports how the Authority’s net assets changed during the current fiscal year. The design
of this statement is to show the financial reliance of the Authority’s distinct activities or functions on the
revenues generated by the Authority.

The Authority’s financial reporting includes all the funds of the Authority (primary government) and,
additionally, organizations for which the Authority is accountable (component units). Since the
Authority’s sole purpose is to operate and manage a sewer system, only one fund is maintained. Thus,
there are no fund financial statements prepared by the Authority.

Notes to the financial statements

The accompanying notes to the financial statements provide information essential to a full understanding
of the financial statements.



Financial Analysis of the Authority as a Whole

The Authority’s net assets at the end of the fiscal year were $8,837,570. This is a $94,727 decrease
over last year’'s net assets of $8,932,297.

The following tables provide a summary of the Authority’s financial activities and changes in net assets:

Summary of Net Assets

3/31/2005 3/31/2004

Current and other assets $ 507,513 $ 485,859
Restricted assets 928,451 863,519
Capital assets, net 7,436,411 7,621,127

Total assets 8,872,375 8,970,505
Accounts payable and other current liabilities 34,805 38,208
Net assets:
Invested in capital assets, net of related debt 7,436,411 7,621,127
Unrestricted 1,401,159 1,311,170

Total net assets $ 8,837,570 $ 8,932,297




Operating revenues
Operating expenses

System operations

Administrative

Total operating expenses

Operating income
Non-operating revenues, net
Net (loss)

Beginning net assets

Ending net assets

Revenues from operations decreased by 3.7%, as a small amount of drywell fees were collected as
compared to the prior year. Users of the system remained relatively unchanged for the year. Operating
expenses decreased over the prior year, as drywell expenses of over $100,000 for the year ended
March 31, 2004 were almost entirely eliminated. Net non-operating revenues increased, as surplus
money was transferred over from member township’s debt service funds after related bonds were paid

off.

As a result, net loss decreased from $207,573 for the year ended March 31, 2004 to 94,727 for the year

ended March 31, 2005.

Capital and Debt Administration

As of March 31, 2005, the authority had only no bonds outstanding for the sewage treatment system.

The Authority spent $18,355 for construction costs related to an extension of the sewer system.

Summary of Changes in Net Assets

3/31/2005 3/31/2004
$ 354313 $ 367,955
466,937 570,260
15,629 19,358
182,566 589,618
(128,253) (221,663)
33,526 14,090
(94,727) (207,573)
8,932,297 9,139,870
$ 8837570  $ 8932207

Construction costs were paid by capital replacement funds.



Economic Factors and Next Year's Goals

The Authority’s financial outlook continues to remain strong. The Authority continues to save part of its
quarterly charge for future capital replacement. As of March 31, 2005 the cash saved for capital
replacement was $355,578 and growing.

The Authority faces challenges in the future, as well. Rising energy and fuel costs pose challenges to

both the Authority and its customers. In addition, an aging system will require increasing repairs and
replacement as time goes on.

Contacting the Authority’s Financial Management

This report is designed to provide a general overview of the Authority’s financial position and comply
with finance-related regulations. If you have further questions about this report or request additional
information, please contact the Authority at 10405 Merrill Road, Hamburg, Ml 48139.
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PORTAGE - BASE LAKES AREA WATER
AND SEWER AUTHORITY
STATEMENT OF NET ASSETS
MARCH 31, 2005

ASSETS
CURRENT ASSETS
Cash and cash equivalents
Accounts receivable - billings

Total current assets

RESTRICTED ASSETS
Cash and cash equivalents - equipment replacement

PROPERTY, PLANT AND EQUIPMENT
Land
Sewer system
Operating equipment
Office equipment
Less accumulated depreciation
Net property, plant and equipment

Total assets

LIABILITIES
CURRENT LIABILITIES
Accounts payable
NET ASSETS
NET ASSTS
Investment in capital assets, net of related debt
Unreserved - sewer

Total net assets

The accompanying notes are an integral part of these financial statements

PFEFFER, HANNIFORD & PALKA
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$ 385,031
122,482

115,282
10,151,462
7,290
4,950
10,278,984
2,842,573

7,436,411
1,401,159

$ 507,513

928,451

7436411

8,872,375

34,805

$ 8,837,570



PORTAGE - BASE LAKES AREA WATER

AND SEWER AUTHORITY

STATEMENT OF REVENUES AND EXPENSES

FOR THE YEAR ENDED MARCH 31, 2005

OPERATING REVENUES
Sewer billings
Drywell fees
Tap-in inspections

Total operating revenues

OPERATING EXPENSES
Audit and accounting
Bank charges
Billing charges
Contracted services
Depreciation
Per diem fees
Engineering and consulting
Insurance
Legal
Miscellaneous
Miss Dig
Office expense
Utilities

Repairs and maintenance - grounds
Repairs and maintenance - equipment

Sewer service contract
Supplies

Permits

Telephone

Drywell expenses
Wetlands

Total operating expenses

Operating (loss)

NON-OPERATING REVENUES
Interest income - restricted
Interest income - unrestricted
Miscellaneous income
Net member contributions

Total non-operating revenues

Net (loss)

The accompanying notes are an integral part of these financial statements
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$ 340,234
1,724

12,355

5,800
165
2,565
27,579
203,070
2,825
28,761
22,211
217
5,239
996
974
41,565
2,082
23,124
69,681
27,258
3,650
3,083
2,000

9,721

11,154
533
1,219

20,620

$ 354,313

482,566

(128,253)

33,526

$  (94,727)



PORTAGE - BASE LAKES AREA WATER
AND SEWER AUTHORITY
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED MARCH 31, 2005

CASH FLOWS FROM (USED IN) OPERATING ACTIVITIES

Receipts from customers $ 366,655
Other receipts 1,219
Payments to vendors (267,611)

Net cash from operating activities

CASH FLOWS FROM (USED IN) CAPITAL AND
RELATED FINANCING ACTIVITIES

Contributions from members 28,504
Payment of bonds on behalf of members (23,172)
Acquisition of property, plant and equipment (18,354)

Net cash (used in) capital and related
financing activities

CASH FLOWS FROM INVESTING ACTIVITIES
Interest income - unrestricted 533
Interest income - restricted

11,154

Net cash from investing activities

Increase in cash
CASH AND CASH EQUIVALENTS AT APRIL 1, 2004
CASH AND CASH EQUIVALENTS AT MARCH 31, 2005

RECONCILIATION OF OPERATING (LOSS) TO
NET CASH FROM OPERATING ACTIVITIES
Operating (loss)
Adjustments to reconcile operating (loss) to net cash from
operating activities
Miscellaneous income
Depreciation expense
Changes in assets and liabilities
Decrease in accounts receivable
Increase in accounts payable

Net cash provided by operating activities

No taxes or interest was paid during the year.

The accompanying notes are an integral part of these financial statements
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$ 100,263

(13,022)

11,687

98,928
1,214,554

$ 1,313,482

$ (128,253)
1,219
203,070

12,342

11,885

$ 100,263
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PORTAGE - BASE LAKES AREA WATER
AND SEWER AUTHORITY
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MARCH 31, 2005

NOTE 1 - DESCRIPTION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
OF THE REPORTING ENTITY

The Portage - Base Lakes Area Water and Sewer Authority was established on September 21, 1988, under
Act No. 233, Public Acts of Michigan, 1955 as amended. The purpose of this Authority is to acquire, own,
improve, enlarge, extend and operate a water supply system, a sewage disposal system, or both. The
following units are the incorporating municipal corporations:

Municipality Interest
Hamburg Township 35.30
Dexter Township 32.47
Putnam Township 24.19
Webster Township 8.04

100.00

Based on the criteria established by Government Accounting Standards Board (GASB) Statement Number
39, all funds, activities and agencies are included in the Authority's reporting entity.

The Authority Board is composed of two members appointed by the Dexter Township Board and one member
appointed by the Hamburg, Putnam, and Webster Township Boards, respectively.

A. SIGNIFICANT ACCOUNTING POLICIES

The accounts of the Authority are organized on the basis of a proprietary fund type, specifically an
Enterprise Fund. The activities of this fund are accounted for with a separate set of self-balancing
accounts that comprise the Authority’s assets, liabilities, net assets, revenues, and expenses. Enterprise
funds account for activities:

1. that are financed with debt that is secured solely by a pledge of the net revenues from fees and
charges of the activity; or

2. that are required by laws or regulations that the activity's costs of providing service, including
capital costs (such as deprecation or debt service), be recovered with fees and charges, rather
than with taxes or similar reviews; or

3. that the pricing policies of the activity establish fees and charges designed to recover its costs,
including capital costs (such as depreciation or debt service).

B. MEASUREMENT FOCUS

The financial activities of the Authority are accounted for on a flow of economic resources measurement
focus, using the accrual basis of accounting. Under this method, all assets and liabilities associated with
its operations are included on the statement of net assets; revenues are recorded when earned, and
expenses are recorded when liabilities are incurred.

PFEFFER, HANNIFORD & PALKA
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PORTAGE - BASE LAKES AREA WATER
AND SEWER AUTHORITY
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MARCH 31, 2005

NOTE 1 - DESCRIPTION OF ENTITY AND SUMMARY OF

SIGNIFICANT ACCOUNTING POLICIES - (continued)

C.

CASH AND CASH EQUIVALENTS

The Authority considers its deposits and restricted deposits and investments held with maturities of three
months or less are considered to be cash equivalents.

CAPITAL ASSETS

Capital assets are stated at cost. Depreciation and amortization are computed using the straight-line
method based on the estimated useful lives of the related assets, which range from 5 to 40 years for
equipment and 5 to 40 years for buildings, structures, and improvements.

CONSTRUCTION-IN-PROGRESS

The costs of acquisition and construction of major plant and equipment is recorded as construction-in-
progress. As facilities are accepted by the Authority and become operative, they are transferred to the
facilities and improvements or machinery and equipment accounts and depreciated in accordance with
the Authority’s depreciation policies. Costs of construction projects that are discontinued are recorded as
expense in the year in which the decision is made to discontinue such projects.

CAPITALIZATION OF INTEREST

A portion of the interest cost incurred on capital projects is capitalized on assets that require a period of
time for construction or to otherwise prepare them for their intended use. Such amounts are amortized
over the useful lives of the assets.

PREMIUM, AND ISSUANCE COSTS

Bond discount, premium, and issuance costs are amortized over the term of the related bonds. No such
bond discount/premiums or issuance costs were outstanding or issued during the year ended March 31,
2005.

INCOME TAXES

As a governmental agency, the Authority is exempt from both federal income taxes and Michigan Single
Business Tax.

NOTE 2 - MANAGEMENT'S ESTIMATES

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial statements and reported amounts
of revenues and expenses during the reporting period. Actual results could differ from those estimates.

PFEFFER, HANNIFORD & PALKA
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PORTAGE - BASE LAKES AREA WATER
AND SEWER AUTHORITY
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MARCH 31, 2005

NOTE 3 - DEPOSITS WITH FINANCIAL INSTITUTIONS

Michigan Compiled Laws, Section 129.91 authorizes the Authority to deposit and invest in the accounts of
Federally insured banks, credit unions, and savings and loan associations; bonds, securities and other direct
obligations of the United States, or any agency or instrumentality of the United States; United States
government or Federal agency obligation repurchase agreements; bankers’ acceptance of United States
banks; commercial paper rated by two standard rating agencies within the two highest classifications, which
mature not more than 270 days after the date of purchase; obligations of the State of Michigan or its political
subdivisions which are rated investment grade; and mutual funds composed of investment vehicles which are
legal for direct investment by local units of government in Michigan. Financial institutions eligible for deposit
of public funds must maintain an office in Michigan. The Authority’s deposits are in accordance with statutory
authority.

The Governmental Accounting Standards Board Statement No. 3 risk disclosures for the Authority’s deposits
are as follows:

Carrying Bank
Deposits Amount Balance
Insured (FDIC) $ 200,000 $ 200,000
Uninsured and uncollateralized 1,113,482 1,117,193
Total deposits $ 1,313,482 $ 1,317,193

PFEFFER, HANNIFORD & PALKA
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NOTE 4 - CAPITAL ASSETS

PORTAGE - BASE LAKES AREA WATER
AND SEWER AUTHORITY
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED MARCH 31, 2005

Capital asset activity for the Authority for the year ended March 31, 2005 was as follows:

Balance Balance

4/1/04 Additions Deletions 3/31/05
Land $ 115282 % $ $ 115,282
Sewer system 10,133,107 18,355 10,151,462
Operating equipment 7,290 7,290
Office equipment 4,950 4,950
Total 10,260,629 18,355 10,278,984
Accumulated depreciation 2,639,503 203,070 2,842,573
Capital assets, net $ 7621126 $ (184,715) S $ 7436411

The system is being depreciated over a 50 year period on a straight line basis. Office and operating
equipment is being depreciated over a five year period on a straight line basis.

There was no related debt outstanding on the capital assets as of March 31, 2005.

NOTE 5 - STATEMENT OF CASH FLOWS

Pursuant to Governmental Accounting Standards Board (GASB) statement number 9, a statement of cash
flows is presented. The purpose of the statement of cash flows is to explain the change in cash and cash
equivalents during the year.

Cash equivalents are defined as short-term, highly liquid investments with original maturities of three months
or less. The direct method was utilized to present cash flows from operations. The following is a schedule of
beginning and ending cash and cash equivalents:

April 1, March 31,
2004 2005
Unrestricted
Cash and cash equivalents $ 351,035 $ 385,031
Restricted
Cash and cash equivalents 863,519 928,451
Total cash and cash equivalents $ 1214554 $ 1,313,482

PFEFFER, HANNIFORD & PALKA
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PORTAGE - BASE LAKES AREA WATER
AND SEWER AUTHORITY
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MARCH 31, 2005

NOTE 6 - SEWER BILLINGS

The system currently has 1,251 users. During the year the Authority changed the quarterly charge to $60.00.
This change was effective beginning with the billing for the quarter ended March 31, 2005. The entire $60.00
is for operation and maintenance. In the first three quarters of the fiscal year the quarterly charge was $65.01
of which the entire amount was also for operation and maintenance. Furthermore, the board made a $66,800
transfer of operating funds into the funds restricted for capital replacement. It is expected that annual
transfers from operating funds to the restricted capital replacement funds will be made going forward.

NOTE 7 - CONSTRUCTION COSTS

The Authority has entered into a contract with Washtenaw County Department of Public Works for the
construction of the system pursuant to Act. No. 185 Public Acts of Michigan, 1957 as amended. The county
issued bonds to finance this project. The bonds are secured by the full faith and credit of the county. Each
municipality has created a special assessment district for affected property owners. The county bills the
member townships directly for their pro-rata share of the bond principal and interest. The county maintains a
debt service fund on behalf of the Authority. The system's fixed assets have been recorded on the Authority's
financial records.

NOTE 8 - RESTRICTED ASSETS

The amounts shown as restricted assets are to be used for the replacement and improvement of the sewer
system and sewer system components.

NOTE 9 - CONTINGENCIES

The Authority is involved in various legal actions arising in the normal course of business. In the opinion of
management, such matters will not have a material effect upon the financial position of the Authority.

NOTE 10 - RISK MANAGEMENT

The Authority is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets;
errors and omissions; and natural disasters. The Authority maintains commercial insurance coverage
covering each of those risks of loss. Management believes such coverage is sufficient to preclude any
significant uninsured losses to the Authority. Settled claims have not exceeded this commercial coverage in
any of the past three fiscal years.

PFEFFER, HANNIFORD & PALKA
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PORTAGE - BASE LAKES AREA WATER
AND SEWER AUTHORITY
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MARCH 31, 2005

NOTE 11 - PENSION PLAN - DEFINED CONTRIBUTION PLAN

The defined contribution plan of Portage-Base Lakes Area Water and Sewer Authority is a fully insured plan
funded by both employer and employee contributions. An employee may make voluntary contributions of up
to 10% of their annual compensation. All participants are vested 100% immediately. The Authority pays its
contributions to Hamburg Township. Hamburg Township in return submits these funds to Manulife on behalf
of the Authority.

A participant includes all employees as of the beginning of the plan year (February 1) or after completing one
month of service. The Authority pays 10% of compensation as its annual contributions. The plan name is
“Group Pension Plan” #001 through Manulife.

For the year ended March 31, 2005 all the duties to run the daily operations of the Authority were performed

by outside service providers and one of the member Townships in exchange for a fee. As a result, total
contributions for the year ended March 31, 2005 was $0. Total covered payroll was $0.

NOTE 12 - GASB STATEMENT NO. 34

The Authority has implemented the standards required by GASB Statement No. 34, for the year ended March
31, 2005. All required statements and disclosures have been included in the financial statements.

NOTE 13 - SEGMENT INFORMATION

Selected financial information is as follows:

Operating
Revenues $ 354,313
(Loss) $ (128,253)
Depreciation $ 203,070
Total assets $ 8,872,375
Total net assets $ 8,837,570
Working capital $ 488,467
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Board of Trustees

Portage-Base Lakes Area Water and Sewer Authority
10405 Merrill Road

P.O. Box 726

Hamburg, MI 48139

Honorable Board of Trustees:

In planning and performing our audit of the financial statements of Portage-Base Lakes Area Water and
Sewer Authority for the year ended March 31, 2005, we considered the Authority’s internal control in order
to determine our auditing procedures for the purpose of expressing an opinion on the financial statements
and not to provide assurance on internal control.

However, during our audit we became aware of matters that are opportunities for strengthening internal
controls and operating efficiency. Those matters are as follows:

1. COMMENT
Billings did not reconcile to general ledger.

RECOMMENDATION

Reconcile bilings on a regular basis to postings in general ledger and verify accounts receivable
balances.

This letter does not affect our report dated July 31, 2005 on the financial statements of Portage-Base
Lakes Area Water and Sewer Authority.

We will review the status of these comments during our next audit engagement. We have already
discussed these comments and recommendations with various Authority personnel, and we will be
pleased to discuss them in further detail at your convenience, to perform any additional study of these
matters, or to assist you in implementing the recommendations.
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Portage Base Lakes Water
& Sewer Authority

This report is intended solely for the information and use of the Board of Trustees, and management of the
Portage-Base Lakes Area Water and Sewer Authority.
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